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Lesson from California 
Poll Results 


• Most Important Issue (Spring "10) 

— Jobs /economy : 

— State budget: 

— Education : 

— Immigration : 

— Health: 

• Intensity 

• Toggle switch politics 




• LeSSOn #1: The President took a risk - 
calculated or not - in focusing on issues 
other than jobs and the economy... The 
results of the 2010 midterm elections 
reflected the disconnect between voter 
expectations and political results. 
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Depressed Economy and 
Fringe Politics 


• Tea Party 2010- 

• Great Depression 

- Townsend Plan 

- Ham & Eggs 

- Silver Legion 

- Father Coughlin 

- Huey Long 

- Social Credit 

- Communism 




GOD BLESS 
AMERICA!' 


FliACC & PliQSPWTTi 
TKPV 
PtNStO-NS 



“One Million 
Silvershirte 


by 1939 ” j/ 



• Lesson #2: The longer high unemploy- 
ment persists and the longer elected 
officials seem unable or unwilling to 
address it, the more credibility do fringe 
groups gain... 



Could Something Have 
Been Done? 

• Don't look at Great 
Depression 

- No macroeconomics 

- Benefits seen in downturns 

- Sunspots 

- Administration worries about 
deficit, e.g., Social Security 
tax hike of 1937 




Do look at WW2, especially 
pre-War 1940-1941 


BOB HOPE 

DOROTHY 

LAMOUR 




1940-41 and 44 Record 


* ARRA: roughly 
half of 1940-41 
but spread out 

• Shovel-ready? 

* Gramlich 
effects? 

• GM: 
Ownership or 
car sales? 


Effect of Major Public Works Project on Unemployment Rate 

16 

14 

12 

10 

8 

6 

4 

2 

0 

1940 1941 1942 1943 1944 



Sunimu 



Aj 




V 


Stimulus for 
LA. mostly 
sits unspent 


?6 20 ^° 

M m m. ^ % — \ nc*rfKrt*ii/*4ST*utta 

,^pe m 


An infant „ouid probably lead io severe disability. 

Severing naif his brain could give him a shot at a normal life. 





Who owns GM 

The major stakeholders as GM 
is reorganized under Chapter 1 1 
bankruptcy protection: 


U.S. government 60% 



United Auto 
Workers Union 

17.5% 


Canadian 

government 

12.5% 


Unsecured bondholders 10% 








Cash for Clunkers? 



P.S. 2/3 went to Japan 



1940-41 and 44 Record 


* ARRA roughly 
half of 1940-41 
but spread out 

• Shovel-ready? 

* Gramlich 
effects? 

• GM: 
Ownership or 
car sales? 



Lesson #3: It was technically possible to 
have implemented economic policies 
that would have substantially reduced 
the impact of the Great Recession. 
Whether such policies would have been 
politically feasible is another matter. 





FDR Puzzle/Lesson from 
1936 Re-Election 


Inconsistent New Deal 
policies 

— Start: Suspend antitrust and 
push cartels 

— Later: Vigorous antitrust 

— Start: Go off gold 



— Later: Go on gold 

Sole issue focus made clear 
through Fireside Chats 

Social Security not 
analogous to Obama health 
plan 

— Unemployment comp 



— New Deal Fear/confidence 
theory 

Where was COBRA in 
Obama health plan PR? 



COBRA 
Insurance 
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Inconsistent New Deal 
policies 

_ start: Lesson #4: If jobs and the 
push c economy are seen clearly 
to be priority number 1, 
political rewards can be 
obtained even if - for 

through whatever reason - the 
c ... problem is not solved. 

analogoi But there must at least 
plan be perception of a 24/7 

- unem focus on the economy. 

- New Deal Fear/confidence 


- Later: 

- Start: 

- Later: 

Sole issu 


theory 


COBRA 
insurance 


Where was COBRA in 
Obama health plan PR? 





U.S, Trade and International 
Debtor Position is Another 

Unsustainability 


Exports -Imports as Percent of GDP: 1980-2009 
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U.S, Trade and International 
Debtor Position is Another 

Unsustainability 






U.S. cajoling about exchange rate 
didn't work for Japan and won't 
work for China 

- Modern mercantilism 

- Current imbalance "works" for 
elites of those countries 

- Domestic population doesn't 
understand (Japan) or has no 
voice (China) 



U.S. cajoling about exchange rate 


can't work for Euro-Zone 


- No domestic monetary policy 

f ' /. f : 

means little domestic fiscal 


constraint 


- Euro-Zone countries turned 



themselves into Californias but 


with more social & military 


burdens 

CALIFORNIA REPUBLIC 



Lesson #5: The U.S. has an unsustainable 
world trade position that needs correcting 
before unfortunate macro effects are felt. 
Cajoling other countries about their 
exchange rates is a failed policy. Fixing the 
trade imbalance would be a major stimulus. 
Something more dramatic that forces the 
trade issue is needed. If you have a better 
solution than the Buffett plan, what is it? 






Oh, do you know, the 
Buffett plan ? 




1987 Washington ^ 
Post op ed 

Export a $1 & you 
get import voucher 
for $1 



No, it isn't Smoot- 
Hawley style 
protectionism 

It is the de facto 
exchange rate that 
brings balanced 
trade 

FDR & the 1933 
London Gold 
Conference 
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Muni Bonds: 

The next shoe to drop? 



Private Nonfarm Employment vs. State and Local Employment 
January 2007 - November 2010, Seasonally Adjusted, 000s 
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Muni Bonds: 
The next shoe 
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"...I think we are past the crisis 
point in the economy, but we 
now have to pivot and focus on 
jobs and growth. And my 
singular focus over the next 
two years is not rescuing the 
economy from potential 
disaster, but rather 
jumpstarting the economy so 
that we actually start making a 
dent in the unemployment 
rate..." 


Barack Obama, press conference, Dec. 22, 2010 
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